
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 0 
I n  t h e  Matter o f :  

APPLICATION OF MOUNTAIN UTILITIES, 

RATE INCREASE; ( 2 )  INTERIM ORDER TO 
IMMEDIATELY IMPLEMENT ITS PROPOSED 
RATES ON AN EMERGENCY BASIS 
PURSUANT TO KRS 278.190; ( 3 )  ORDER 

THE COMMONWEALTH OF KENTUCKY, 
DEPARTMENT OF LOCAL GOVERNMENT; 
(4) ORDER A U T H O R I Z I N G  A CERTIFICATE 
OF CONVENIENCE AND NECESSITY TO 
RECONSTRUCT THE TOM'S CREEK AREA OF 
THE SYSTEM 

1NC.r FOR: (1) ORDER A U T H O R I Z I N G  A 

APPROVING BORROWING $162,000 FROM 

O R D E R  

O n  July 17, 1986, t h e  Commission s t a f f  i s s u e d  d t i n a n c i a l  

audit report for M o u n t a i n  u t i l i t i e s ,  Inc., ( " M o u n t a i n " )  tor the 

period J a n u a r y  1, 1984, to  5ecember 31, 1984. M o u n t a i n  h a s  b e e n  

g i v e n  tc A u g u s t  20 ,  1986, t o  file w r i t t e n  recommendations con-  

t a i n e d  in t h e  report. A s  of the date of t h i s  O r d e r ,  n o  response 

h a s  been  f i l e d .  

I n  order for t h e  i n f o r m a t i o n  c o n t a i n e d  i n  the report to be 

considered I n  t h i s  p r o c e e d i n g ,  t h e  C o m m i s s i o n  t lnds  t h a t  t h i s  

report and a n y  further C o r r e s p o n d e n c e  c o n c e r n i n g  t h i s  report 

should be i n c l u d e d  i n  t h e  r e c o r d  of t h i s  pKOCeedlng. 

IT IS THEREFORE ORDERED t h a t  t h e  C O m m l S S l o n  Staff's f i n a n c i a l  

r e p o r t  for Mountain for t h e  period of January 1, 1984, to 

December 31, 1984, a t t a c h e d  h e r e t o ,  a n d  a n y  f u r t h e r  c o r r e s p o n d e n c e  



concerning this report s h a l l  be i n c l u d e d  as a part  of t h e  record 

in t h i s  proceeding. 

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i s  18th day of August, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

B x e c u t i v e  Director 



Mounta in  U t i l i t i e s ,  I n c .  
F i n a n c i a l  A u d i t  Report  

For t h e  P e r i o d  January 1, 1984 t o  December 31, 1984 

COMMENTARY 

Mounta in  Ut i l i t ies ,  Inc. ( “ H o u n t a i n a )  p u r c h a s e d  S h a l e  Gas Co. 
on J u n e  2 0 ,  1967, a n d  b e g a n  o p e r a t i n g  a s  a n a t u r a l  gas u t i l i t y .  
Mounta in  operates t h e  s y s t e m  p u r s u a n t  to a c e r t i f i c a t e  of 
c o n v e n i e n c e  and necessity i s s u e d  its p r e d e c e s s o r .  M o u n t a i n ’ s  
s e r v i c e  area includes t h e  towns of S t a f f o r d a v i l l e ,  Wittensville, 
Nippa and v i c i n i t y  i n  J o h n s o n  Coun ty  s e r v i n g  some 5 2 5  customers. 
N a t u r a l  gas is p u r c h a s e d  wholesale from Kentucky West V i r g i n a  G a s .  

In  1981 ,  Mounta in  r e c e i v e d  a c e r t i f i c a t e  of c o n v e n i e n c e  and  
n e c e s s i t y  to r e c o n s t r u c t  and  r e n o v a t e  i ts  gas s y s t e m .  The 
c o n s t r u c t i o n  p r o j e c t  was funded  t h r o u g h  d low i n t e r e s t  l o a n  
c h a n n e l e d  through the Gas System R e s t o r a t i o n  P r o j e c t ,  t h e  F e d e r a l  
Economic Development Adm i n is t r  a t  i o n  , Appalachian Reg iona 1 
Commission, and Kentucky Depar tmen t  of Local Government .  

Mounta in  was i n f o r m e d  t h a t  t h e  f i n a n c i a l  a u d i t  s e c t i o n  of t h e  
P u b l i c  S e r v i c e  Commission would per form a f i n a n c i a l  a u d i t  f o r  t h e  
c a l e n d a r  y e a r  e n d i n g  December 31, 1984. 

The a u d i t  was p e r f o r m e d  a t  t h e  off ices  of A l l e n ,  England  and 
H e n s l e y ,  CPAs, P r e s t o n s b u r g ,  Kentucky,  by Mary Anne G i l l ,  
F i n a n c i a l  A u d i t  S u p e r v i s o r ,  and  P e n e l o p e  L. Scot t  and  Marv in  C. 
mff, J r . ,  A u d i t o r s ,  o n  October 23, 2 4 ,  25, 28,  3 0 ,  31, November 
1, 1985, and March 12 and 13, 1986. All records were made 
a v a i l a b l e  foz inspect ion.  

PURPOSE 

F i n a n c i a l  audits a r e  c o n c e r n e d  with t h e  t i n a n c i a l  h i s t o r y  
r e p r e s e n t e d  by t h e  c o r p o r a t e  books and w i t h  t h e  summarization and 
d i s c l o s u r e  of f i n a n c i a l  s t a t e m e n t s  from those r e c o r d s .  The 
f i n a n c i a l  a u d i t  s e c t i o n  p r o v i d e s  t h e  Commiss ione r s  a n d  the 
Comnismion Staff t i m e l y  and p r o f e s s i o n a l  c o m p l i a n c e ,  f i n a n c i a l ,  
and  o p e r a t i o n a l  a u d l t  roportm on a routine b a s t .  of compan ies  
under  t h e  r e g u l a t o r y  jur i s d i c t i o n  of t h e  Kentucky Public Service 
Commission. 

The o b j e c t i v e  of the f i n a n c i a l  audit is t o  p r o v i d e  r e a s o n a b l e  
a s s u r a n c e  t o  t h e  Commission t h a t :  

(1) The a c c o u n t i n g  records and  Annua l  Report f a i r l y  p- . e s e n t  
t h e  f i n a n c i a l  a c t i v i t i e s  of t h e  u t i l i t y ;  

(2) f n t e r n a l  a c c o u n t i n g  controls are a d e q u a t e  a n d  e f f e c t i v e  
i n  p r o m o t i n g  e f f i c i e n c y  and p r o t e c t i n g  the asse ts  of t h e  
uti 1 i ty : 

( 3 )  F i n a n c i a l  s t a t e m e n t s  and reports comply with es t ab l i shed  
policies, g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  t h e  
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Uniform System of Accounts, and other applicable rules 
and regulations: end 

(4) Operational pclicies that promote t h e  w e l l - b e i n g  of the 
entity are effective and enforced. 

- SCOPE 

The audit examination includes the analysis and verification 
of selected balance sheet, income statement, and retained earnings 
accounts for the audit period January 1, 19848 to December 31, 
1984. Our examination was made in accordance with generally 
accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing procedures as w e  
considered necessary in the circumstances. The acope is not 
restricted to accounting and financial matters, and includes a 
related review of operations and activities in order to evaluate 
the effectiveness, efficiency, and economy of management practices 
which affect the financial condition of the utility. 

GENERAL A U D I T  F I N D I N G S  AND RECOMMENMTIONS 

It is the general finding of the auditors that the balance 
sheet as of December 318 1984, and the related statements of 
income and retained earnings do not present f a i r l y  the financial 
condition of Mountain Utilities, Inc. The balance sheet as of 
December 31, 1984, and the related statements of  income and 
retained earnings containing the adjustments directed herein do 
present fairly t h e  financial position of Mountain Utilities, Inc. 
at December 31, 1984, in conformity with generally accepted 
accounting principles . Mountain is d i r e c t e d  to m a k e  the 
appropriate adjustments in accordance with the audit findings or 
to submit e v i d e n c e  supporting reasons why the adjustments s h o u l d  
not be made. 

SUMMARY OF SIGNIFICANT ACCOUNTING P O L I C I E S  

The company is subject to regulation by the Kentucky Public 
Service Commission with respec t  to its rates and accounting. 
Mountain's accounting policies conform with the applicable system 
of accounts entitled 'Uni form System of Accounts Prescribed foz 
Natural Gas Companies Subject to the Provisions of the Natural  Gas 

Energy Regulatory commission. The U n i f o r m  System of A c c o u n t s  and 
the Rules and Regulations contained therein have been adopted by 
the Kentucky Public S e r v i c e  Canmission for use by its 
jurisdictional utility companies. A description of the company's 
significant accounting policies tollows. 

Act' ("Uniform System Of ACCOUnt8')r dS provided by the F e d e r a l  

Method of Accountinq 

The utility subscribes to the accrual method of accounting 
and financial reporting. In accordance with industry practice, 
Mountain recognizes purchases of gas on a current basis, whereas 
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income is r e c o g n i z e d  as b i l l e d  r e s u l t i n g  i n  r e c o g n i t i o n  of income 
o n e  month  a f t e r  t h e  r e c o g n i t i o n  of e x p e n s e .  

U t i l i t y  P l a n t  a n d  D e p r e c i a t i o n  

U t i l i t y  p l a n t  is sta ted  a t  o r i g i n a l  cost .  Mounta in  replaced 
s u b s t a n t i a l l y  a l l  of i ts  e x i s t i n g  p l a n t  d u r i n g  1 9 8 1  a n d  1982 .  
E x p e n d i t u r e s  for  r e p l a c e m e n t s  a r e  c a p i t a l i z e d ;  m a i n t e n a n c e  and  
r e p a i r s  are  charged to  opera t ions .  A p r o v i s i o n  is made for 
d e p r e c i a t i o n  o n  t h e  b a s i s  of e s t i m a t e d  s e r v i c e  l i v e s  of assets 
u s  i n g  t h e  s t r  a ig  h t-l i n e  me thod  . 

SPECIAL FINDINGS AND RECOMMENLATIONS 

I n t e r n a l  C o n t r o l  

G e n e r a l  a c c o u n t i n g  s e r v i c e s  a r e  p e r f o r m e d  by  S t e p h e n  R. 
A l l e n ,  CPA, p u r s u a n t  t o  a n  ag:eement w i t h  Moun ta in  to  provide  Said 
s e r v i c e s .  A d d i t i o n a l  o u t s i d e  a c c o u n t i n g  S e r V I C e 8 ,  a c c o u n t s  
r e c e i v a b l e  b i l l i n g ,  a r e  performed by Computer and  U t i l i t y  
S e r v i c e s ,  I n c .  The f u n c t i o n s  p r o v i d e d  by t h e s e  se rv ice  
o r g a n i z a t i o n s  may be c o n s i d e r e d  a p a r t  of t h e  a u d i t e e  c o m p a n y c s  
i n t e r n a l  c o n t r o l  s y s t e m  a n d  may t h e r e f o r e  be s u b j e c t  to  s t u d y  a n d  
e v a l u a t i o n  by t h e  a u d i t o r s .  

A s  p a r t  of o u r  e x a m i n a t i o n ,  w e  performed a minimum s t u d y  a n d  
e v a l u a t i o n  of t h e  se rv ice  o r g a n i z a t i o n s '  s y s t e m s  of i n t e r n a l  
a c c o u n t i n g  c o n t r o l  to t h e  e x t e n t  we c o n s i d e r e d  n e c e s s a r y  t o  
e v a l u a t e  t h e  s y s t e m  as r e q u i r e d  by g e n e r a l l y  accepted a u d i t i n g  
s t a n d a r d s .  That  s t u d y  a n d  e v a l u a t i o n  w a s  l i m i t e d  to a p r e l i m i n a r y  
r e v i e w  of t h e  s y s t e m  t o  o b t a i n  a n  u n d e r s t a n d i n g  of t h e  c o n t r o l  
e n v i z o n m e n t  and  t h e  f l o w  of t r a n s a c t i o n s  t h r o u g h  t h e  a c c o u n t i n g  
s y s t e m .  

A small b u s i n e s s  o f t e n  does not have e n o u g h  personnel to  
permit  a d e q u a t e  s e p a r a t i o n  of d u t i e s  and r e s t r i c t e d  access t o  
assets. The m o s t  c r i t i c a l  a r ea  of s e p a r a t i o n  of d u t i e s  is u s u a l l y  
h a n d l i n g  cash a n d  t h e  r e l a t e d  a c c o u n t s  r e c e i v a b l e  r e c o r d k e e p i n g  . 
W e  b e l i e v e  t h a t  t h e  h a n d l i n g  of cash and  re la ted  r e c o r d k e e p i n g  a r e  
a d e q u a t e l y  separated d u e  to  p e r s o n n e l  of two d i f f e r e n t  e n t i t i e s  
p e r f o r m i n g  these f u n c t i o n s .  I n t e r n a l  c o n t r o l  is f u r t h e r  e n h a n c e d  
by S t e p h e n  R. A l l e n s ' s  d i r e c t  personal i n t e r e s t  and i n v o l v e m e n t  i n  
t h e  a c c o u n t i n g  c o n t r o l s .  The  w i l l i n g n e s s  of a p r i n c i p a l  
stockholder a n d  of f icer  of t h e  u t i l i t y  to  p a r t i c i p a t e  f n  and  t o  
e v e n  perform k e y  c o n t r o l s  m a k e s  p r o c e s s i n g  a n d  r e c o n c i l i a t i o n  
p r o c e d u r e s  more e f f e c t i v e .  

G e n e r a l l y ,  w e  f i n d  t h a t  i n t e r n a l  c o n t r o l  o v e r  the s e p a r a t i o n  
of d u t i e s  for c a s h  and rece ivables  is a d e q u a t e .  Our s t u d y  a n d  
e v a l u a t i o n  d i d  disclose c e r t a i n  o ther  c o n d i t i o n s ,  described below, 
which w e  b e l i e v e  to  be mater ia l  w e a k n e s s e s .  W e  a r e  s e t t i n g  f o r t h  
mevera l  o b s e z v s t i o n s  and  r e c o m m e n d a t i o n s  w h i c h  s h o u l d  be 
implemented .  
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Cash Receipts. Deposits are made at irregular intervals 
throughout the month. We recommend daily deposits of cash 
r ece ipt s . 

Accounts Receivable. There is no established procedure or 
control to balance the credits to the accounts receivable ledger 
printout to the monthly general journal entry crediting accounts 
receivable. Mountain should immediately install procedures and 
controls to coordinate the posting of credits to accounts 
receivable with the depositing of customer payments on accounts. 

Continuinq Property Records. The company does not maintain 
readily accessible continuing property records. We recommend that 
a subsidiary plant ledger be maintained with the accounting 
records to contain at a minimum a card or sheet for each unit of 
property, showing details such as description, location, cost, 
vendor , date of purchase or installation, estimated salvage value, 
rate and method of depreciation, depreciation accumulated to date, 
and repa irs .  Supplementary in format ion  to the p l a n t  l edger  would 
include documentation of per iodic physical inventories and 
periodic appraisals of property, plant, ana equipment for 
insurance purposes. 

The company does not maintain documentation of 
author wo ze o u r l y  rates nor authorized p a y r o l l  d e d u c t i o n s .  Proper 
authorization of payroll deductions is important to comply with 
legal requirements and to provide an audit trail. We recommend 
that Mountain establish a personnel file for its full-time 
employee containing current W-4 and K - 4  forms and wage rate 
authorizations. 

Utility Plant, Accumulated Depreciation, Depreciation Expense, 
Materials and Supplies 

Net utility plant at Ikcember 318 1984, includes $746,901.00 
classif ied as Account 106 "Completed Construction Not Classified" 
which is a temporary account established in the Uniform System of 
Accounts to avoid significant omissions in reporting. For the 
purpose of reporting to the Commission, the classification of gas 
utility plant in service by descriptive account is required. The 
$746,901.00 represents the cost of the major reconstruction of the 
system in 1981 and 1982 and should be reclassified in accordance 
with the Uniform System of Accounts, Gas Plant Accounts. 

Included In the $746,901.00 is the cost of a supply of pipe 
that was surplus at the ecd of the reconstruction project. A t  the 
conclusion of the construction, an inventory of the surplus pipe 
was performed by Larry Amburgey, Investigator Supervisor , Public 
service Commission. Prices obtained f r o m  the orfginal pipe 
purchase invoices were applied to the inventoried quantities to 
value the pipe at original cost. Reclassification entry number 
102 based on this valuation, in the amount of $ 2 2 , 1 6 2 . 4 8 ,  1s 
diroctod to toclamsify the c08t of the 8UKplUS p i p e  to Account 150 

Materials and Supplies." Related entrler arb rocommended to 
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a d j u s t  f o r  a c c u m u l a t e d  d e p r e c i a t i o n  a n d  d e p r e c i a t i o n  e x p e n s e  
applied t o  t h e  s u r p l u s  pipe.  A d j u s t i n g  e n t r y  number 3 is d i r e c t e d  
t o  a d j u s t  a c c u m u l a t e d  d e p r e c i a t i o n  and  r e t a i n e d  e a r n i n g s  f o r  t h e  
period November 2 0 ,  1982 ,  t h r o u g h  December 318 1 9 8 3  for $615.60 ,  
a n d  to a d j u s t  d e p r e c i a t i o n  e x p e n s e  t o r  1984 i n  t h e  amount  o t  
$554 .06 .  

Dur ing  1 9 8 4 ,  Moun ta in  recorded a $ l , O O O . O O  s a l e  of t h e  
surplus pipe  by crediting Account  106 "Completed C o n s t r u c t i o n  Not 
C l a s s i f i e d "  for t h e  f u l l  amount  r e a l i z e d  f rom t h e  sa le .  A g a i n  
o n  t h e  sa le  was n o t  r e c o g n i z e d .  A d j u s t i n g  e n t r y  number 4 is 
d i r e c t e d  to  a d j u s t  a c c o u n t  106 "Completed C o n s t r u c t i o n  Not 
C l a s s i f i e d '  fo r  the t o t a l  sa les  p r i c e ,  Accoun t  150  "Mater ia ls  and  
S u p p l i e s "  f o r  t h e  cost of t h e  p ipe  S o l d ,  and  A c c o u n t  421 .1  "Gain 
o n  D i s p o s i t i o n  of P r o p e r t y '  for t h e  d i f f e r e n c e  be tween  t h e  amoun t s  
r e a l i z e d  and  t h e  n e t  amount  a t  w h i c h  m a t e r i a l s  w e r e  c a r r i ed  i n  the 
m a t e r i a l s  and  s u p p l i e s  a c c o u n t .  

We were a d v i s e d  by S t e p h e n  R. A l l e n  t h a t  Mounta in  had 
a d v e r t i s e d  t h e  s u r p l u s  pipe f o r  sa le  i n  1984.  Whi le  one smal l  
sa le  of t h e  p i p e  O c c u r r e d  d u r i n g  1984 ,  t h e  p r o b a b i l i t y  of f u t u r e  
s a l e s  o c c u r r i n g  is remote. The pipe has  b e e n  e x p o s e d  to v a r i o u s  
w e a t h e r  c o n d i t i o n s  f o r  s e v e r a l  y e a z s ,  a n d  t h e  P u b l i c  S e r v i c e  
Commission h a s  deemed t h e  pipe u n s u i t a b l e  and  u n s a f e  t o r  n a t u r a l  
g a s  t r a n s m i s s i o n .  A d j u s t i n g  e n t r y  number 1 is recommended to  
r e d u c e  t h e  v a l u e  of t h e  p i p e  to  its n e t  r e a l i z a b l e  v a l u e ,  w h i c h  1s 
zero, and to  record a loss. 

The r e v i e w  of a c c u m u l a t e d  d e p r e c i a t i o n  r e v e a l e d  t h a t  
d e p r e c i a t i o n  on  a $4,281.00 a d d i t i o n  i n  1983  w3s n o t  p r o v i d e d  f o r  
i n  1983 and 1984.  A d j u s t i n g  e n t r y  number 5 is recommended t o  
a d j u s t  a c c u m u l a t e d  d e p r e c i a t i o n ,  d e p r e c i a t i o n  e x p e n s e  and  r e t a i n e d  
ea r n i n g  s . 

The f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

U G M  

1 0 1  

- 

106  

110 

150 

A c c o u n t  Per Books A d j u s t m e n t  Per A u d i t  

- 137,776.00 Gas Plant In S e r v i c e -  137,776.00 

Cornplatad C o n m t r u c t i o n  746 ,901 .00  <22,162.48> 725 ,738 .52  

C l a s s i f i e d  

N o t  C1assifi.d 1,000.00 

Accumulated P r o v i s i o n  ( 1 4 4 ,  569.OO> I r  169.66 (143, 506.34> 
f o r  Depreciation, <107.00> 
Depletion a n d  
A m o r  t i z a t  i o n  

Hater i a l s  acd S u p p l i e s  - 22,162.48 -0- 
(556. SO> 

<21,605.98> 
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4 0 3  D e p r e c i a t i o n  and  25 ,145 .00  < 5 5 4 .  0 6 >  24,804 - 9 4  

D e p l e t i o n  Expense 214.00 

4 2 1 . 1  G a i n  on  Disposi t ion of - 
P r o p e r t y  

<443.  5 0 )  ( 4 4 3 .  SO> 

421.2 Loss o n  D i s p o s i t i o n  of - 21,605.98 21,605.98 
Pt oper t y  

C u r r e n t  A s s e t s  

C a s h  is f a i r l y  s t a t e d  and p r o p e r l y  c l a s s i f i e d  in a c c o r d a n c e  
w i t h  t h e  Uniform Sys tem of A c c o u n t s .  A l l  c a s h  on depOSft is i n  
i n s t i t u t i o n s  whose a c c o u n t s  are i n s u r e d  by  a n  a g e n c y  of t h e  
f eder a 1  g o v e r  nment . 

Customer A c c o u n t s  R e c e i v a b l e  a t  December 31, 1984, are 
u n d e r s t a t e d  $1,304.50. A s c h e d u l e  of c u t - o f f  collections was 
prepared a t  y e a r  end  to  a d j u s t  t h e  g e n e r a l  l e d g e r  account to  t h e  
e n d i n g  balance per the December b i l l i n g  r e g i s t e r .  Due to a 
c l e r i c a l  e r r o r  , t h e  cut-off col lec t ions  amount  w a s  d o u b l e d  
r e s u l t i n g  i n  a n  e x c e s s i v e  c r ed i t  a d j u s t m e n t  to a c c o u n t s  
r e c e i v a b l e .  The c r e d i t  e n t r y  t o  a d j u s t  a c c o u n t s  r e c e i v a b l e  w a s  
c o n c u r r e n t l y  d e b i t e d  to f o u r  e x p e n s e  a c c o u n t s .  A d j u s t i n g  e n t r y  
No. 2 is recommended t o  a d j u s t  C u s t o m e r  A c c o u n t 8  R e c e i v a b l e  and 
t h e  f o u r  o p e r a t i n g  e x p e n s e  a c c o u n t s  t o  ac tua l ,  and t h e  r e m a i n d e r  
is a d j u s t e d  to  A c c o u n t  9 0 3  "Customer A c c o u n t s  S u p p l i e s  and  
Expenses"  as a m i s c e l l a n e o u s  cash sho: t a g e .  

O t h e r  A c c o u n t s  R e c e i v a b l e  r e p r e s e n t s  a n  amount d u e  t r c m  t h e  
Depar tment  of Local Government  as of December 31, 1 9 8 4 ,  is f a i r l y  
s t a t e d  and  properly C l a s s i f i e d .  

Mounta in  u s e s  t h e  d i r e c t  w r i t e - o f f  method of r e c o r d i n g  
u n c o l l e c t i b l e  a c c o u n t s .  The d i r e c t  w r i t e - o f f  method is n o t  
a c c e p t a b l e  for  t h e  p u r p o s e s  of g e n e r a l l y  accepted a c c o u n t i n g  
p r i n c i p l e s .  This methoa r e c o g n i z e s  a bad d e b t  e x p e n s e  o n l y  when a 
s p e c i f i c  a c c o u n t  is d e t e r m i n e d  t o  be  u n c o l l e c t i b l e .  The 
weaknessae  of t h i s  method a r e  t h a t  bad deb t s  e x p e n s e  is not 
m a t c h e d  w i t h  t h e  r e l a t e d  sales r e v e n u e s ,  and t h a t  a c c o u n t s  
r e c e i v a b l e  are a l w a y e  o v e r s t a t e d  becauee no a t t e m p t  is made to 
a c c o u n t  f o r  unknown bad debtn i n c l u d e d  t h e r e i n .  We recommend t h a t  
Mountain i m m e d i a t e l y  per form an  a g i n g  a n a l y s i s  to d e t e r m i n e  the 
c o l l e c t i b i l i t y  of a c c o u n t s  r e c e i v a b l e .  An a g i n g  of a c c o u n t s  
r e c e i v a b l e  p r e p a r e d  and a n a l y z e d  o n  a r o u t i n e  basis  w i l l  p r o v i d e  
t h e  n e c e s s a r y  d o c u m e n t a t i o n  to  compare  p a s t  a n d  p r e s e n t  e x p e r i e n c e  
r e l a t i n g  to wri te -of fs .  A s  a r e s u l t  of t h i s  a n a l y s i s ,  a n  e n t r y  
s h o u l d  be r e c o r d e d  t o  e s t a b l i s h  a r e s e r v e  a d e q u a t e  t o  reduce 
r e c e i v a b l e s  on t h e  b a l a n c e  sheet to  t h e  amount  e x p e c t e d  t o  be 
co1lmct.d. 

The f o l l o w i n g  r e p r s ~ e n t s  the a u d i t  Lindingr diacurred 
h e r e  i n  . 
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us= A c c o u n t  

131 Caah  and Working Fund8 

1 4 2  Customer A c c o u n t s  

- I -  

Receivable 

143 O t h e r  A c c o u n t s  
R e  ce i v a b l e  

P r o p r i e t a r y  Capi ta l  

Common cap i t a l  s t o c k  

P e r  Books A d j u s t m e n t  Per A u d i t  

1 4  , 386.00 - 14,386.00 

45,178.00 1 , 3 0 4  50 46,482.  5 0  

891.00 891.00 

is p r o p e r l y  c l a s s i f i e d  and  f a i r l y  - 
p r e s e n t e d  i n  a c c o r d a n c e  w i t h  t h e  Uniform- System of A c c o u n t s .  

U n a p p r o p r i a t e d  R e t a i n e d  E a r n i n g s  h a v e  b e e n  a d j u s t e d  for t h e  
e f f e c t  of t h e  e r r o r  i n  a c c u m u l a t e d  d e p r e c i a t i o n  and  for t h e  e f f ec t  
o f  the s a l e  of m a t e r i a l s  and  s u p p l i e s .  Both  a d j u s t m e n t s  were 
d i s c u s s e d  p r e v i o u s l y  i n  t h i s  r e p o r t .  

The f o l l o w i n g  r ep resen t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

USOA - A c c o u n t  Per  B o o k s  A d j u s t m e n t  P e r  A u d i t  

201 Common Cap i t a l  S t o c k  C 6 0 r 0 0 0 .  00> - <60,0000 00> 

216 U n a p p r o p r i a t e d  119,871.00 <722.60> 138,666.32 
R e t a i n e d  E a r n i n g s  19 ,517 .92  

439 A d j u s t m e n t s  t o  R e t a i n e d  - <615.60> <722.60> 
E a r n  l n g s  <107.00> 

Long-Term Debt 

Through t h e  G a s  Sys t em R e s t o r a t i o n  P r o j e c t ,  Moun ta in  w a s  able 
to  borrow $700,000.00 a t  5.1250 i n t e r e s t  w i t h  a 30 y e a r  r epaymen t  
s c h e d u l e .  The f u n d s  w e r e  u s e d  t o  r e n o v a t e  and r e c o n s t r u c t  d 
s u b s t a n t i a l  p o r t i o n  of t h e  d i s t r i b u t i o n  s y s t e m  i n  1 9 8 1  a n d  1982.  

In a c c o r d a n c e  w i t h  t h e  Uniform Sys tem of A c c o u n t s ,  t h e  
p o r t i o n  of l o n g  t e r m  deb t  t h a t  ia m a t u r e d  and  u n p a i d ,  w i t h o u t  a n y  
specific a g r e e m e n t  t o  e x t e n d  t h e  t i m e  of payment ,  s h a l l  be 
c l a s s i f i e d  i n  Accoun t  238 "Other  C u r r e n t  and  Accrued  L i a b i l i t i e s . *  
R e c l a s s i f i c a t i o n  e n t r y  number 104  is d i r e c t e d  to r e c l a s s i f y  
m a t u r e d  p r i n c i p a l  i n  t h e  amoun t  of $8,094.83 f rom Accoun t  224 
"Other  Long Term Debt" to  A c c o u n t  238 "Other  C u r r e n t  a n d  A c c r u e d  
Liabilitier.a 

The c o n d i t i o n s  of t h e  DLG loan agreement contain a t  l e a s t  two 
i t e m 8  of a u d i t  s i g n i f i c a n c e .  The terms of t h e  loan proviae t h a t  
Mounta in  s h a l l  place 5% of its a n n u a l  g ros s  revenue  i n  a n  escrow 
a c c o u n t  u n t i l  $ 5 0 , 0 0 0 . 0 0  is a c c r u e d ,  and  s h a l l  m a i n t a i n  l i a b i l i t y  
i n s u r a n c e  d u r i n g  t h e  term of t h e  loan  w i t h  t h e  Commonwealth of 
Kentucky named o n  t h e  i n s u r a n c e  p o l i c y  as a n  a d d i t i o n a l  i n s u r e d .  
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The company h a s  n o t  complied w i t h  e i t h e r  of t h e  a f o r e m e n t i o n e d  
t e r m s .  W e  recommend t h a t  Moun ta in  b e g i n  i m m e d i a t e l y  p l a c i n g  5% of 
gross r e v e n u e s  i n t o  an eserow a c c o u n t ,  a n d  t h a t  Moun ta in  s e c u r e  
l i a b i l i t y  i n s u r a n c e  for a n  a p p r o p r i a t e  amount  of coverage, with 
t h e  Commonwealth of Kentucky  named o n  t h e  l i a b i l i t y  i n s u r e m e  
p o l i c y  as an add i t iona l  in su red .  

The f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  

usm A c c o u n t  P e r  Books 

224 Other Long-Term Debt <697,024.00> 

238.1 Othe r  C u r r e n t  and - 
- 

A c c r u e d  L i a b i l i t i e s  - 
Matured  I n t e r e s t  

238.2 Other C u r r e n t  and - 
A c c r u e d  L i a b i l i t i e s  - 
Natured Pr incipel 

431.2 O t h e r  I n t e r e s t  Expense  35,746.00 

C u r r e n t  a n d  Accrued  L i a b i l i t i e s  

- DLG 

f i n d l n g s  d i s c u s s e d  h e r e i n .  

A d j u s t m e n t  Per A u d i t  

8,094.83  <688,929.17> 

< 2 8 , 0 7 0 . 0 0 >  < 2 8 , 0 7 0 . 0 0 >  

( 8  , 0 9 4  8 3 >  (8,094 8 3 >  

- 35, 746 00  

A n o t e  p a y a b l e  i n  t h e  amount  of $35,000.00 w a s  found  t o  be 
f a i r l y  s t a t ed  and  p r o p e r l y  c lass i f ied  as a c u ~ z e n t  obligation. 
The note is t h e  f i n a l  P o r t i o n  Of t h e  $125,000.00 s e t t l e m e n t  t o  - 
satisfy t h e  judgement in P r a t t ,  et al.# V. Mounta in  U t i l i t i e s  
Company, I n c .  Related i n t e r e s t  e x p e n s e  of $4,000 - 0 0  a n d  a c c r u e d  
i n t e r e s t  of $4,322.00 a r e  a l so  f a i r l y  s t a t ed  and p r o p e r l y  
c l a s s i f i ed .  

A c c o u n t s  p a y a b l e  i n  t h e  amount  of $77,814.00 were tound to 
r e p r e s e n t  c u r r e n t  o b l i g a t i o n s ,  were f a i r l y  s ta ted  a n d  properly 
c l a s s i f i ed .  

Taxes a c c r u e d  per books i n  t h e  amount  of $694.00 r e p r e s e n t  
p a y r o l l  t a x e s  w i t h h e l d ,  a c c r u e d  sales t a x  p a y a b l e ,  and f e d e r a l  
unemployment  t a x  psyablo Taxes collected through p a y r o l l  
d e d u c t i o n s  a n d  for t r a n s m i t t a l  to  t a x i n g  a u t h o r i t i e s  e h o u l d  be 
c lass i f ied  i n  A c c o u n t  238 'O ther  C u r r e n t  and Accrued L i a b i l i t i e s "  
i n  a c c o r d a n c e  w i t h  t h e  Uni form S y s t e m  of A c c o u n t s .  
Rec la s s i f i ca t ion  e n t r y  number 105 is d i r e c t e d  t o  r e c l a s s i f y  t a x e s  
p a y a b l e  to A c c o u n t  238  " O t h e r  C u r r e n t  and Accrued L i a b i l i t i e s . "  
The $ 5 6 . 0 5  r e m a i n i n g  in A c c o u n t  236 "Taxes  A c c r u e d "  is t h e  f e d e r a l  
unemployment  t a x  l i a b i l i t y  and  is p r o p e r l y  c lass i f ied .  

A c c r u e d  i n t e r e s t  i n  t h e  amoun t  Of $ 2 6 , 0 7 0 . 0 0  r e p r e s e n t s  
m a t u r e d  and  u n p a i d  i n t e r e a t  o n  t h e  Department of L o c a l  Government  
l o a n .  In a c c o r d a n c e  w i t h  t h e  Uni form System of A c c o u n t s ,  m a t u r e d  
and  u n p a i d  i n t e r e s t  8 h o u l d  be c la s s i f i ed  i n  Accoun t  236 "Other  
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C u r r e n t  and A c c r u e d  L i a b i l i t i e s . "  R e c l a s s i f i c a t i o n  e n t r y  number 
101 is recommended to r e c l a s s i f y  t h i s  amount .  

I n t e r e s t  on cus tomer  depos i t s  h a s  n o t  b e e n  a c c r u e d ,  w h i c h  
u n d e r s t a t e s  l i a b i l i t i e s  and  o v e r s t a t e s  c u r r e n t  and p r i o r  e a r n i n g s .  
We recommend in c o n c o r d a n c e  w i t h  t h e  p r e p a r a t i o n  of a s c h e d u l e  of 
customer d e p o s i t s ,  t h a t  an appropr ia te  amount of a c c r u e d  i n t e r e s t  
o n  cus tomer  d e p o s i t s  be d e t e z m i n e d  and  p o s t e d  t o  t h e  a c c o u n t s .  

The f o l l o w i n g  r ep resen t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

us- - Accoun t  P e r  Books A d j u s t m e n t  Per A u d i t  

231  Notes P a y a b l e  < 3 5 , 0 0 0 . 0 0 >  - < 3 5 , 0 0 0 . 0 0 >  

232 A c c o u n t s  P a y a b l e  <77 ,814 .00>  - <77,814.00> 

236 Taxes  Acc rued  <694.00> 637.95 56 .05  

237.1 Interert Accrued - < 2 8 , 0 7 0 . 0 0 >  2 8 , 0 7 0  00 - 
DLG 

237.2 I n t e r e s t  Acc rued  - <4 ,322 .00>  - (4  322.00) 
P r a t t  

238.3 O t h e r  C u r z e n t  and  - 
Accrued  L i a b i l i t i e s  - 
T a x e s  P a y a b l e  

Expense  - 
Pr at t No tes 

431.1  O t h e r  I n t e r e s t  4 r  000 00 

<637.95> <637.95> 

4,000 00  - 

431.4 O t h e r  I n t e r e s t  
Expense - O t h e r  

1.00 1 .00  

C u s t o m e r  Deposits 

The b a l a n c e  i n  customer d e p o s i t s  c o u l d  n o t  be s u b s t a n t i a t e d .  
While t h e  liability for customer depoaita is s i g n i f i c a n t ,  
a u p p o t t i n g  records for c u r r e n t  d e p o e i t s  are weak and for older 
deposits are n o n e x i s t e n t .  We recommend t h a t  t h e  u t i l i t y  b e g i n  
i m m e d i a t e l y  t o  r e c o n c i l e  the I n d i v i d u a l  customer deposits which  
s u p p o r t  t h i s  b a l a n c e  and t o  a d j u s t  t h i s  a c c o u n t  a c c o z d i n g l y  for 
a n y  d i f f e r e n c e s .  

It is the prac t i ce  of t h e  u t i l i t y  to r e f u n d  o n l y  those 
deposits for which t h e  Customer r e q u e s t s  a refund. It is l i k e l y  
t h a t  t h i s  has r e s u l t e d  i n  a c c o u n t s  wh ich  are now n o n r e f u n d a b l e  due 
to the inability to loca te  t h e  d e p o s i t o r s .  The u t i l i t y  h a s  .a 
legal l i a b i l i t y  p u r s u a n t  to KRS 393.060 a n d  KRS 393.110 to r e p o r t  
and r u r r e n d e r  abandonud deposrts t o g e t h v r  with i n t o r o o t  accrued 
t h e r e o n  to tho Kentucky Rvvsnue C a b i n e t .  I f  depo6ltS bre known tu 
be r e f u n d a b l e  to  a s p e c i f i c  customer, t h e n  t h e  u t i l i t y  s h o u l d  make 
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e v e r y  a t t e m p t  to locate  t h e  c u s t o m e r  a n d  t o  r e f u n d  t h e  deposit 
w i t h  i n t e z e s t .  

It is also t h e  p r a c t i c e  of t h e  u t i l i t y  to pay I n t e r e s t  o n l y  
on t h o s e  d e p o s i t s  which  a r e  r e f u n d e d .  I n t e r e s t  s h o u l d  a l so  be 
paid on t h o s e  depos i t s  a p p l i e d  t o  f i n a l  b i l l s ,  e v e n  when t h e  f i n a l  
b i l l  e x c e e d s  t h e  amount  of t h e  deposit. T h i s  w i l l  e f f e c t i v e l y  
g i v e  t h e  c u s t o m e r  t h e  b e n e f i t  of t h e  i n t e r e s t  e a r n e d .  

The f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

us OA - A c c o u n t  Pe r  Books A d j u s t m e n t  Per  A u d i t  

17 ,510 .00  235 Customer Deposits 17 ,510 .00  - 
431.3 O t h e r  I n t e r e s t  155.00 

Expense  - Meter 
Deposits 

I 

155.00 

Revenuer  

Revenues  a r e  f a i r l y  s ta ted b u t  a r e  n o t  p r o p e r l y  c l a s s i f i e d  i n  
a c c o r d a n c e  w i t h  t h e  Uniform Sys tem of A c c o u n t s .  Mounta in  records 
a l l  r e v e n u e s  as f rom r e s i d e n t i a l  sales.  The Uniform Sys tem of 
A c c o u n t s  p r o v i d e s  €or t h e  s e p a r a t e  r e p o r t i n g  f o r  r e s i d e n t i a l  or 
domestic p u r p o s e s  f rom t h a t  s u p p l i e d  t o  commercial and  i n d u s t r i a l  
c u s t o m e r s .  We recommend t h a t  t h e  u t i l i t y  b e g i n  i m m e d i a t e l y  t o  
c l a s s i f y  gas s a l e s  acco rd ing ly .  

P e n a l t i e s  c h a r g e d  on pas t  d u e  a c c o u n t s  a r e  p r o p e r l y  c h a r g e d  
i n  a c c o r d a n c e  w i t h  t h e  t a r i f f  i n  e f f e c t  d u r i n g  t h e  a u d i t  p e r i o d ,  
b u t  a r e  i m p r o p e r l y  c l a s s i f i e d .  The Uniform Sys tem of A c c o u n t s  
p r o v i d e s  for t h e  r e p o r t i n g  of a d d i t i o n a l  c h a r g e s  imposed  because 
of the f a i l u r e  of c u s t o m e r s  t o  pay gas bills on  or b e f o r e  a 
s p e c i f i e d  d a t e  i n  Accoun t  48  7 “For  f e i t ed  D i s c o u n t s  . 
R e c l a s s i f i c a t i o n  e n t r y  number 103 is d i r e c t e d  to  p r o p e r l y  c l a s s i f y  
t h e s e  c h a r g e s .  

A tes t  o f  m i s c e l l a n e o u s  s e r v i c e  f e e s  c h a r g e d  d i s c l o s e d  a n  
improper  $25 .00  s e r v i c e  c h a r g e  i n  a c c o r d a n c e  w i t h  t h e  t a r i f f  i n  
e f f e c t  for  the a u d i t  period. A $ 2 5 . 0 0  r e c o n n e c t i o n  fee was 
c o l l e c t e d  from customers whose s e rv i ce  was d i s c o n n e c t e d  for 
nonpayment. The proper c h a r g e  a c c o r d i n g  to t h e  t a r i f f  is $15.00.  
Whi le  t h e  amount o v e r c h a r g e d  is n o t  ma te r i a l ,  and  no  a u d i t  
a d j u s t m e n t  is r e q u i r e d ,  w e  recommend t h a t  t h e  company d i s c o n t i n u e  
c h a r g i n g  t h e  imprope r  f e e  and  b e g i n  c h a r g i n g  $15.00. 

The f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

us- A c c o u n t  Per Book6 A d j u s t m e n t  Per  A u d i t  - 
480 R e s i d e n t i a l  Sales C384,019.00> - <384,019 00> 

487 F o r f e i t e d  D i s c o u n t s  - o , a 6 5 . 6 7 >  ( 7 , 8 6 5 . 6 7 )  
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488 M i s c e l l a n e o u s  S e r v i c e  <8,398.00> 
Revenues  

495 O t h e r  Gas Revenues  <45,199.00> 

O p e r a t i n g  E x p e n s e s  

A post c l o s i n g  g e n e r a l  j o u r n a l  

7 , 8 6 5 . 6 7  <532. 33> 

- < 4  5,199 . oo> 

e n t r y  by t h e  company 
a c c o u n t s  by $309.05. o v e r s t a t e d  v a r i o u s  o p e r a t i n g  e x p e n s e  

A d j u s t i n g  e n t r y  number 2 is d i r e c t e d  to r e v e r s e  t h i s  e n t r y ,  and  to  
f a i r l y  s t a t e  t h e  v a r i o u s  e x p e n s e  a c c o u n t s .  

A c c o u n t  7 6 1  "Mains and  S e r v i c e s  Labor- i n c l u d e s  t h e  s a l a r y  of 
t h e  only f u l l - t i m e  employee .  A test  of t i m e  sheet records for six 
m o n t h s  of 1984 p r o v e d  t h a t  a l t h o u g h  less than 100% of t h i s  
e m p l o y e e ' s  t i m e  was s p e n t  w o r k i n g  S p e c i f i c a l l y  for Mounta in ,  
Mounta in  did r e c e i v e  the e q u i v a l e n t  b e n e f i t  of one f u l l - t i m e  
employee. Employee t i m e  is shared w i t h  East Kentucky U t i l i t i e s ,  
an a r r a n g e m e n t  t h a t  appears to be m u t u a l l y  b e n e f i c i a l .  

A c c o u n t  762 "Mains and  S e r v i c e s  S u p p l i e s  and E x p e n s e s w  
i n c l u d e s  charges for v a r  i o u s  s u p p l i e s  a n d  e x p e n s e s .  The a c c o u n t  
is o v e r s t a t e d  $20 .00  d u e  to  the post c l o s i n g  e n t r y  d i s c u s s e d  
p r e v i o u s l y  for w h i c h  an a d j u s t i n g  e n t r y  is d i rec t ed .  

A c c o u n t  7 6 5  " M i s c e l l a n e o u s  D i s t r i b u t i o n  Expenses"  i n c l u d e  
f r e i g h t  c h a r g e s  o n  v a r i o u s  s h i p m e n t s .  In accordance w i t h  t h e  
Uniform Sys tem of A c c o u n t s ,  t r a n s p o r t a t i o n  e x p e n s e s  i n c u r r e d  a r e  
c o n s i d e r e d  a cost  of t h e  s u p p l i e s  o r d e r e d  a n d  a re  n o t  a c c o u n t e d  
for s e p a r a t e l y .  

A c c o u n t  768  "Main tenance  of M e t e r s  and  House Regulators" 
i n c l u d e s  paymen t s  to  two i n d i v i d u a l s .  A $37.50 per mon th ,  0: 
$450.00 annual payment  is made to  a r e t i r e d  employee  tor meter 
t e s t i n g .  No p a y r o l l  t a x e s  are w i t h h e l d  from t h i s  wage. Also 
c h a r g e d  t o  t h i s  a c c o u n t  is a m o n t h l y  payment  to a n o t h e r  r e t i r e d  
employee .  T h i s  employee  d o e s  not  have a n y  labor d u t i e s ,  and t h e  
payment  r e p r e s e n t s  some t y p e  of i n f o r m a l  r e t i r e m e n t  p l a n .  The 
total  a n n u a l  payment is $1,800.00.  

O f f l c e  space, c l e r i c a l  labor 8 a c c o u n t i n g  s e r v i c e s ,  
p r e p a r a t i o n  of r a t e  case f i l i n g s  and a n n u a l  r e p o r t  f i l i n g  a r e  
p r o v i d e d  by S t e p h e n  R. A l l e n  i n  a c c o r d a n c e  w i t h  a n  a g r e e m e n t  to 
p r o v i d e  said s e r v i c e s  for $1,900.00 per mon th ,  or $ 2 2 , 8 0 0 . 0 0  
a n n u a l l y .  The fee is allocated among a c c o u n t s  9 0 2  "Accoun t ing  and  
C o l l e c t i n g  Labor", 920 " A d m i n i s t r a t i v e  and  G e n e r a l  S a l a r i e s " ,  and  
921  " O f t i c e  S u p p l i e s  a n d  Expenses" .  Whi l e  t h i s  a g r e e m e n t  is 
rnont ionsd  i n  t h e  m i n u t e s  of the board of d i r e c t o r s  m e e t i n g  of 
J a n u a r y  2,  1984,  t h e r e  f a  no formal COntCaCt. 

A c c o u n t  903 "Accoun t ing  and C o l l e c t i n g  S u p p l i e s  and ~ x p e n a e t ~ ~  
i n c l u d e s  $3,300.00 paid for b i l l i n g  s e r v i c e s  r e n d e r e d .  A t r u c k  i s  
leased from the same company t h a t  p r o v i d e s  the b i l l i n g  s e r v i c e s  
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for $ 3 , 0 0 0 . 0 0  a n n u a l l y ,  a n d  is c h a r g e d  to  Accoun t  933 
" T r a n s p o r t a t i o n  Expense. '  T h e r e  a r e  no  f o r m a l  c o n t r a c t s  f o r  
e i t h e r  of these s e r v i c e s .  

A c c o u n t  904 " U n c o l l e c t i b l e  A c c o u n t s "  i n c l u d e s  d i r e c t  c h a r g e s  
to wri te -of f  v a r i o u s  a c c o u n t s  r e c e i v a b l e .  The proper a c c o u n t i n g  
t r e a t m e n t  for  these charges w a s  p r e v i o u s l y  d i s c u s s e d  i n  t h e  
Receivables section of t h i s  r epor t .  I 

Accoun t  9 2 1  "Off ice S u p p l i e s  a n d  Expenses"  i n c l u d e s  amounts  
paid for postage, t e l e p h o n e ,  and  m i s c e l l a n e o u s  s u p p l i e s .  The  
a c c o u n t  is o v e r s t a t e d  $157.03 d u e  t o  t h e  post  c l o s i n g  e n t r y  for 
which  a n  a d j u s t m e n t  was d i r e c t e d  p r e v i o u s l y .  

A c c o u n t  924 " P r o p e r t y  I n s u r a n c e "  i n c l u d e s  amoun t s  paid for 
w o r k e r s  c o m p e n s a t i o n  i n s u r a n c e  and f o r  a n  e n c r o a c h m e n t  permi t .  

Accoun t  926 "Ehployee P e n s i o n s  and  Benef Its" i n c l u d e s  Blue 
Cross /B lue  S h i e l d  c o v e r a g e  for t h e  f u l l - t i m e  employee  and  f o r  t h e  
d i r e c t o r s ,  and  a lump sum b e n e f i t  p a i d  to a former  employee  who is 
t e r m i n a l l y  ill. The p r e v i o u s l y  d i s c u s s e d  post c l o s i n g  entry 
o v e r s t a t e s  t h i s  a c c o u n t  $30.00 for  w h i c h  a n  a d j u s t i n g  e n t r y  1s 
d i r e c t e d .  

A c c o u n t  930.2 " M i s c e l l a n e o u s  G e n e r a l  Expenses"  i n c l u d e s  
$3,600.00 paid t o  d i r e c t o r s  i n  1984. The d i r e c t o r s  were r e q u i r e d  
t o  a t t e n d  o n e  m e e t l n q  i n  i n  1984.  

7 30 N a t u r a l  G a s  
P u r c h a s e s  

235,095.00  - 235,095.00  

A c c o u n t  931 " R e n t s "  i n c l u d e s  paymen t s  t o t a l i n g  $2,987.20 f o r  
r e n t a l  of t h e  meter shop. 

A c c o u n t  933 " T r a n s p o r t a t i o n  Expense"  i n c l u d e s  gaso l ine ,  Oil, 
and v e h i c l e  repa i rs .  The post closing e n t r y  ove r s t a t e s  t h i s  
a c c o u n t  $102.02. An a d j u s t m e n t  r e v e r s i n g  t h i s  e n t r y  was d i rec t ed  
p r e v i o u s l y  . 

W i t h  t h e  e x c e p t i o n  of t h e  post  c l o s i n g  e n t r y  w h i c h  o v e r s t a t e d  
f o u r  e x p e n s e  a c c o u n t s ,  e x p e n s e s  a r e  p r o p e r l y  a u t h o r i z e d ,  c o r r e c t l y  
recordedr f a i r l y  p r e s e n t e d  and  p r o p e r l y  C l a s s i f i e d  i n  a c c o r d a n c e  
w i t h  t h e  Uni form Sys tem of A c c o u n t s .  Expenses  a r e  p r o p e r l y  
matched w i t h  a p p r o p r i a t e  r e v e n u e s .  

The  f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

USOA A c c o u n t  Per Book si A d j u s t m e n t  Per A u d i t  - 
O t h e r  G a s  S u p p l y  Expenees t  

D i s t r i b u t i o n  Expenses :  
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761 

762 

765  

768 

- 1 4  8 172. 00 

(20. oo> 2,138.  00 

- 10.00  

- 2 , 2 5 0 . 0 0  

9 0 2  

903 

9 0 4  

920 

9 2 1  

9 2 4  

9 2 6  

13 

H a i n s  and Services 148 172.00 
Labor 

Mains and Services 28 158 0 00 
S u p p l i e s  C E x p e n s e s  

D i s t r i b u t i o n  E x p e n s e s  

Meters and House  
R e g u l a t o r s  

Miscellaneous 10.00 

M a i n t e n a n c e  of 28 250 . 00  

Customer  A c c o u n t s  Expense:  

A c c o u n t i n g  and 7 # 5 0 0 . 0 0  - 

Customer A c c o u n t s  38 3 0 0 . 0 0  <995.45> 

Un col lee t i b l e  8,261.00 - 

C o l l e c t i n g  Labor 

Suppl ies  & Expenses 

A c c o u n t s  

A d m i n i s t r a t i v e  a n d  G e n e r a l  Expenses :  

A d m i n i s t r a t i v e  a n d  13 8 200.00 - 

Off ice Supplies  58 165.00 <157 03> 

P r o p e r t y  I n s u r a n c e  7 6 1  00 - 

G e n e r a l  Salar  ies 

a n d  E x p e n s e s  

mployee P e n s i o n s  58874.00 4 3 0 . 0 0 >  
a n d  B e n e f i t s  

7 , 5 0 0 . 0 0  

930.2 M i s c e l l a n e o u s  G e n e r a l  3 ,634 .00  - 
931 R e n t s  28 987  0 00 - 
9 33 T r a n s p o r a t f o n  5 8 160.00 c102.02> 

E x p e n s e s  

E x p e n s e s  

Other E x p e n s e s  a n d  D e d u c t i o n s  

A c c o u n t  408.1 "Taxes  Other Than Income TaxeB" p r o p e r l y  
I n c l u d e s  t h e  e m p l o y e r  * 8 por t l o n  of FXCA, Var i o u s  ad valorvm t a x e s ,  
and  t h o  B u b l l c  S e r v i c e  Commission a s s e s s m e n t .  Theov e x p o n s e a  weft) 
c o r r e c t l y  recorded8 properly c l a s s i f i e d ,  a n d  f a i r l y  p r e s e n t e d  i n  
a c c o r d a n c e  w i t h  t h e  Uni form S y s t e m  of A c c o u n t s .  
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The f o l l o w i n g  r e p r e s e n t s  t h e  a u d i t  f i n d i n g s  d i s c u s s e d  h e r e i n .  

us- Accoun t  Per Books A d j u s t m e n t  Pe r  A u d i t  

408.1 T a x e s  Other  Than 7,417.  0 0  - 
- 

7 ,417.00 
Income Taxes  

Related P a r t y  T r a n s a c t i o n s  

period in t h e  amount of $35,687.20 as follows: 
Our r e v i e w  d i s c l o s e d  r e l a t e d  p a r t y  t r a n s a c t i o t i e  for t h e  a u d i t  

R e l a t e d  Party 

S t e p h e n  R. A l l e n ,  CPA 

C o m p u t e r  & u t i l i t y  
Se r v ices 

B u i l d i n g  and 
Development  Cor p.  

David D. Allen 

J o h n  A l l e n ,  J r .  

J u d i t h  C o l v i n  

Rober t  A l l e n  

T o t a l  

* R e l a t i o n s h i p  t o  
December 318 1984.  

Descr i p t  i o n  

Accoun t  i n g  
Se  r v Ices 
D i r e c t o r s  F e e  

B i l l i n g  S e r v i c e  
T r u c k  Lease 

Meter Shop 
R e n t a l  

Director Fees 

Directors  Fee 

Directors Fee 

Director s Fee  

David D. A l l e n ,  

Amount R e l a t i o n s h i p *  

$22,8OO.OO B r o t h e r  

720.00 

3,300.00 B r o t h e r  (1 /6  
3 8 0 0 0 . 0 0  I n t e r e s t  1 

2,987.20 F a t h e r  ( 1 / 2  
I n t e r e s t  1 

720.00 Self 

720.00 F a t h e r  

7 2 0 . 0 0  Sis t e r  

7 2 0 . 0 0  B r o t h e r  

$358687.20 

P r e s i d e n t / S t o c k h o l d e r  a t  

R e l a t e d  p a r t y  t r a n s a c t i o n s  a:e f a i r l y  s t a t e d  and  a d e q u a t e l y  
disclosed i n  t h e  f i n a n c i a l  s t a t e m e n t s .  Due to scope l i m i t a t i o n s  
w e  w i l l  make no  f i n d i n g s  nor r ecommenda t ions  o n  t h e  r e l a t i v e  
b e n e f i t  or cost of a n y  of these s e r v i c e s  i f  p e r f o r m e d  a t  arms 
l s n g  t h  . 
C o n t i n g e n c i e s  

The purpose of t h e  r e v i e w  of c o n t i n g e n c i e s  1s to d e t e r m i n e  
t h a t  loss (or g a i n )  c o n t i n g e n c i e s  a r e  properly disclosed I n  t h e  
f i n a n c i a l  s t a t e m e n t s .  A l l  t r ansac t ions  for t h e  a u d i t  period were  
r ev iewed  for t h e i r  p o s s i b l e  e f f e c t  as a c o n t i n g e n c y .  

Loss cont ingencies  d i s c o v e r e d  i n c l u d e  c o l l e c t l b l l i t y  of 
a c c o u n t s  r e c e i v a b l e  and  u n i n s u r e d  p r o p e r t y .  Each i t e m  is 
d i s c u s s e d  f u r t h e r  as f o l l o w s .  



mouncain u t i i i t ~ e s ,  I n c .  
F i n a n c i a l  A u d i t  Repor t  
March 13, 1986 
Page 15 

C o l l e c t i b i l i t y  of A c c o u n t s  Receivable .  I n  a c c o r d a n c e  w i t h  
g e n e r a l l y  accepted a c c o u n t i n g  p r i n c i p l e s  and  t h e  Uniform Sys tem of 
A c c o u n t s ,  a c c o u n t s  receivable m u s t  be r epor t ed  a t  t h e i r  n e t  
r e a l i z a b l e  v a l u e  (1.e. e q u a l  t o  t h e  g r o s s  amount  of r e c e i v a b l e s  
less a n  e s t i m a t e d  a l l o w a n c e  f o r  u n c o l l e c t i b l e  a c c o u n t s ) .  P u r s u a n t  
t o  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Board ( "FASB") S t a t e m e n t  Number 
5 " C o n t i n g e n c i e s " ,  if it is probable t h a t  100% of t h e  accounts 
r e c e i v a b l e  w i l l  n o t  be collected and  t h e  amount  of loss 
c o n t i n g e n c y  ( u n c o l l e c t i b l e  r e c e i v a b l e s )  c a n  be reasonably 
e s t i m a t e d ,  an a c c r u a l  m u s t  be charged a g a i n s t  income.  

The n o n c o l l e c t i b i l i t y  of a c c o u n t s  is a n  e v e n t  t h a t  is 
probable  and  c a n  be r e a s o n a b l y  e s t i m a t e d ,  and  t h e r e f o r e  s h o u l d  be 
disclosed i n  t h e  f i n a n c i a l  s t a t e m e n t s  a c c o r d i n g  to  FASB S t a t e m e n t  
Number 5 .  

Uninsured  P r o p e r t  . The company is u n i n s u r e d  w i t h  respect  t o  
t h e  r i s k  of t oss or damage to  i ts  p r o p e r t y  by f i r e ,  
e x p l o s i o n  or o t h e r  h a z a r d .  T h i s  is a n  e x i s t i n g  u n c e r t a i n t y  
a c c o r d i n g  to  FASB Statement Number 5. However, t h e  absence of 
insurance does not mean t h a t  an asset  has been impaired or a 
l i a b i l i t y  i n c u r r e d  as of t h e  date  of t h e  f i n a n c i a l  s t a t e m e n t s .  

The u n i n s u r e d  property is not a r e q u i r e d  d isc losure  according 
t o  FASB Statement  Number 5. 

S u b s e q u e n t  E v e n t s  

The  p u r p o s e  of t h e  review o f  s u b s e q u e n t  e v e n t s  is t o  disclose 
e v e n t s  or t r a n s a c t i o n s  o c c u r r i n g  be tween  t h e  a u d i t  d a t e  a n d  t h e  
date of t h e  e n d  of t h e  f i e l d  w o r k  to  d e t e r m i n e  the m a t e r i a l  effect  
on t h e  f i n a n c i a l  s t a t e m e n t s .  

The  a u d i t o r s '  s ea rch  f o r  s u b s e q u e n t  e v e n t s  g e n e r a l l y  i n c l u d e  
a r e v i e w  o t  i n t e r i m  f i n a n c i a l  s t a t e m e n t s ,  d i s c u s s i o n s  w i t h  
management ,  rev iew of t h e  m i n u t e s  of board of d i r e c t o r s  m e e t i n g ,  
i n q u i r i n g  a b o u t  l i t i g a t i o n ,  c l a i m s ,  a n d  c o n t i n g e n t  l i a b i l i t i e s ,  
and  o b t a i n i n g  l e t t e r s  of r e p r e s e n t a t i o n  f rom management  a n d  l e g a l  
counsel. 

Audi t  procedure# performed In t h e  e e a r c h  tor rubsequent 
event .  I n c l u d e d  r e a d i n g  t h e  minuto.  for t h e  nubmoquent  p e r i o d ,  
examin ing  t h e  i n t e r i m  f l n a n c i a l  s t a t emen t . ,  i n q u i r y  of management  
and  o b s e r v a t i o n  w h i l e  i n  t h e  f i e l d ,  o b t a i n i n g  management a n d  l e g a l  
r e p r e r e n t a t i o n  l e t t e r s ,  a t t e n d i n g  P u b l i c  S e r v i c e  Commission 
hear inge dur  l n g  t h e  r u b s e q u e n t  p e r  lod, i n q u i r i n g  of DLC r e g a r d i n g  
d e l i n q u e n c y  of l o a n  payment  and  other p r o c e d u r e s  a6 n e c e s s a r y  i n  
t h e  c i r c u m s t a n c e s .  

The s u b s e q u e n t  e v e n t s  n o t e d  d u r i n g  t h e  r e v i e w  a re  p r e s e n t e d  
a s  follows. None r e q u i r e  a n  a d j u s t m e n t  t o  or d i s c l o s u r e s  as a 
p a r t  of t h e  f i n a n c i a l  s t a t e m e n t s  tor t h e  a u d i t  period. 
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Delinquent DLG Loan Payments. A s  of the conclusion o€ the 
t i e l d t  1 8 1 6 ,  delinquent payments totalled 
$54,269.59 including principal and interest. Mbintain has sought 
relief from the delinquency by requesting that the Gas System 
Restoration Board refinance the loan and attach the outstanding 
delinquent payments to the end of the loan. Mountain has also 
requested an additional loan to complete the reconstruction of the 
system and to retire two bank loans. 

Stock Transfer. On January 2, 1985, David D. Allen, 
President, transferred 10 shares to  stock to Stephen R. Allen, 
Vice President. A s  a result of the transfer Stephen R. Allen owns 
20 shares of stock and Robert Allen o w n s  5 shares. 

Corporate Officers Change. On January 2,  1985, David D. 
Allen, president, became Vice President, and Stephen R. Allen, 
Vice President became President. 

Directors Fees/Benefits. Effective November I 1985, directors 
fees and Blue Cross/Blue Shield benefit payments were 
discontinued . 

We a r e  satisfied that all material subsequent events have 
been disclosed. 

CONCLUSION 

The foregoing action is without prejudice to the right to 
require hereafter such adjustments as may be considered proper 
f r o m  addltional information which may come to t h e  attention of che 
Commission. 

The audited financial statements implementing all audit 
findings and recommendations contained in this report are attached 
hereto. 

March 13, 1986 

nary Gill 

penelopetL.  Scott  
Auditor 

A 

Auditor 
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H O U N T I A N  U T I L I T I E S ,  I N C .  
AUDIT ADJUSTMENTS 

FOR THE PERIOD JANUARY 1, 1984 T O  DECEMBER 31, 1984 

ACCOUNT DEBIT C R E D I T  - 
(1) 

421.2 Loss on Disposition of Property 21,605.98 
150 Materials and Supplies 21,605.98 

(to write off the remaining 
sur plus pipe 

( 2 )  

142 Customer Accounts Rece ivable 1,304.50 
903 Customer Accounts Supplies and 

762 Mains and Services Supplies - 
921 Office Supplies and Other Expense 
9 26 Employee Pensions and Benefits 
933 Transportation Expenses 

Ex pe n se s 

Expenses 

(to adjust overstated accounts 
receivable to balance per 
printout and to adjust for 
er ror  in posting cut-off 
collections for 1984) 

110 Accumulated Pr ov is ion for 1,169.66 
Depreciation, Depletion 
and Amortization of Gas 
utility Plant in Service 

(to adjust accumulated depreclatlon 

4 39 Adjustments to Retained Earnings 
403 Depreciation and Depletion Expenae 

and depreciation expense on 
mater ials and 8uppli.s) 

(4) 

106 Completed Construction N o t  1,000.00 
Classified 

150 Materials and Supplies 
421.1 Gain on Disposition of Property 

(to record the s a l s  of materials 
and suppl les) 

995.45  

20.00 
157.03 
30.00 

102.02 

615.60 
554 . 06 

5 5 6 . 5 0  
4 4 3 . 5 0  
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us OA - ACCOUNT DEBIT - CREDIT 

403 Depreciation and Depletion Expense 214.00 

110 Accumulated P r o v i s i o n  for Depreciation 107.00 
439 Adjustments to Retained Earninqs 107 .OO 

Depletion and Amortization of Gas 
Utility Plant in S e r v i c e  

(to adjust  f o r  depreciation on 1983 
plant addition) 



USQA - 

237.1 
238.1 
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224 
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MOUNTAIN UTILITIES, I N C .  
A U D I T  R E C I A S S I F I C A T I O N S  

FOR THE PERIOD JANUARY 1, 1984 TO DECEMBER 31, 1984 

DEBIT CREDIT - ACCOUNT 

Interest Accrued 
Other  C u r r e n t  a n d  A c c r u e d  

L i a b i l i t i e s  

- DLG) 
(to r e c l a s s i f y  matured i n t e r e s t  

28,070.00 
28 e 070 00 

(102) 

Hater i a l s  and Supplies 22,162*48 
Completed C o n s t r u c t i o n  not C l s s s f i e d  22 , 162.48 

( t o  r e c l a s s i f y  pipe l e f t  over from 
GSRP, v a l u e d  a t  cost  and  based o n  
PSC i n v e n t o r y )  

(103) 

7 , 8 6 5 . 6 7  M i s c e l l a n e o u s  S e r v i c e  Revenues  
F o r f e i t e d  Discounts 7 , 8 6 5 . 6 7  

(to r e c l a s s i f y  p e n a l t i e s  collected 
on pas t  due c u s t o m e r  accounts) 

O t h e r  Long-Term Debt 8,094.83 
O t h e r  C u r r e n t  a n d  A c c r u e d  L i a b i l i t i e s  8,094 8 3  

(to r ec l a s s i fy  m a t u r e d  p r i n c i p a l  - DU; 
in a c c o r d a n c e  w i t h  USOA) 

( 1 0 5 )  

Taxes ACCK Ued 637.95 
Other Current and A c c r u e d  L i a b l l l t i e s  637.95 
(to r e c l a s s i f y  p a y r o l l  taxes and 
sales t a x e s  p a y a b l e )  


